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INTRODUCTION
Trade has played a critical role in the graduation of the four least developed countries (LDCs) that have grown out of the LDC category since it was first designated in 1971. Trade provides LDC firms with growth opportunities and increases the choice of affordable products for consumers. There is tremendous scope for growth. While LDCs are home to more than 12% of the world's population, collectively they account for only slightly more than one per cent of world trade.
This growth can only be tapped though if a series of trade-related challenges that limit the participation in global trade of LDCs can be addressed. Several of these challenges relate to high trade costs, which reduce the ability of LDCs to fully benefit from trade. The importance of trade costs has been elevated by the steep decline in the prices of primary commodities since 2012, which has resulted in negative growth rates of LDC merchandise exports in both 2014 and 2015. Initiatives to reduce trade costs are therefore essential elements in the efforts of LDCs to tap into new markets and diversify their export baskets.
High trade costs can come in a number of forms. Inadequate infrastructures, burdensome border procedures and poor logistics services increase transport costs. Inadequate institutional capacities and diagnostic infrastructure affect the fixed costs for complying with standards and regulations in foreign markets and therefore often prevent LDC firms from entering new markets. Low connectivity in terms of information and communication technology (ICT), the lack of labour skills and the non-recognition of professional qualifications drive up the costs related to services trade.
The WTO-led Aid-for-Trade Initiative supports developing countries in their efforts to reduce their trade costs. The Initiative was established in 2005 with the objective to help developing countries, and LDCs in particular, build their supply-side capacities and improve their trade-related infrastructure to increase their participation in the multilateral trading system. The reduction of trade costs in LDCs is, therefore, a central objective of a large number of Aid-for-Trade projects. At the Fifth Global Review of Aid for Trade in 2015, participants from Aid-for-Trade recipient and donor countries, from international organizations, from the private sector and from academia discussed their experience and priorities regarding how Aid for Trade can help reduce trade costs to achieve sustainable and inclusive growth (WTO, 2015a) .
The OECD-WTO Aid for Trade at a Glance 2015 publication (OECD/WTO, 2015) highlights that trade costs play a significant role in preventing LDCs from improving their productivity and export competitiveness. It further points to significant differences in trade costs among LDCs, which are related to a number of factors including geography, landlocked status, commodity dependence as well as political fragility and conflict.
Building on OECD/ WTO (2015) , this study analyses the role of Aid for Trade in reducing trade costs in LDCs. The main contribution of the study is to conduct a novel analysis of questionnaires and case stories that were submitted as part of the Aid-for-Trade monitoring and evaluation (M&E) exercise for the Fifth Global Review of Aid for Trade in 2015. In addition, the analysis also employs various trade cost indicators, Aid-for-Trade data and Diagnostic Trade Integration Studies (DTISs).
The structure of the paper is as follows. Section 2 analyses trade costs in LDCs as compared to other country groupings based on OECD-WTO questionnaires and various indicators for trade costs. Section 3 investigates what is being done to lower trade costs in LDCs. This includes an assessment of priorities and initiatives of LDCs themselves and the international community, as well as the analysis of Aid-for-Trade flows targeted at reducing trade costs. Section 4 examines the impact of Aid for Trade on reducing trade costs in LDCs using questionnaires, case stories and econometric analysis. Finally, Section 5 summarizes the main findings and its policy implications.
TRADE COSTS IN LDCS
Between 2010 and 2015, LDC exports of goods and services grew at annual rates of 6% and 12%, respectively, thereby outperforming world export growth.
2 Despite this positive development, the low shares of LDCs in world exports of goods (1%) and services (0.8%) in 2015 reflect LDCs' limited export competitiveness. Furthermore, LDC exports are still heavily concentrated in few products, including primary commodities in goods and tourism in services. High trade costs constitute a major impediment to the competitiveness and the diversification of LDC exports.
This section illustrates the importance of different sources of trade costs for LDCs based on selfassessment questionnaires submitted by government officials as part of the Aid-for-Trade M&E exercise for the Fifth Global Review of Aid for Trade in 2015. Furthermore, it will use a number of trade cost indicators to examine how high trade costs are in LDCs in both absolute and relative terms (compared to other developing countries). It is important to note that the indicators employed in this paper do not measure aggregate trade costs, but capture selected types or aspects of trade costs in LDCs, with a particular focus on infrastructures and border procedures.
Evidence from the OECD-WTO Aid-for-Trade self-assessment questionnaires
The OECD-WTO Aid-for-Trade questionnaires provide insights regarding the importance of different factors shaping the trade costs for the exports of goods and services in developing countries. A total of 62 developing countries replied to the 2015 questionnaires. Almost half of these respondents, i.e. 30, were LDCs.
LDCs identified border procedures (trade facilitation), transport infrastructure and non-tariff measures (NTMs) as the most important sources of trade costs for exports of merchandise goods ( Figure 1 ). In comparison with other developing country respondents, border procedures, network infrastructure and access to trade finance were felt more keenly by LDC respondents. In contrast, LDCs ranked tariffs, fees and other charges lower among their sources of trade costs, as compared to other developing countries, reflective perhaps of duty-free, quota-free market access schemes in operation by developed and several developing members (WTO, 2015b) . Figure 2 highlights that infrastructure, both network infrastructure and transport infrastructure, was identified as the most important source of trade costs for the exports of services by LDCs. High quality and affordable internet and telephone connections are important for cross-border exports in, for example, financial services, logistics services or IT services. Likewise, inadequate transport infrastructure that results in costly or unsafe travel can be a severe impediment for the tourism sector in LDCs. Other barriers mentioned by more than half of the LDCs are a poor regulatory environment for services and a low level of skills in services sectors. (Lanz, 2013; Jansen, 2013) . LDCs furthermore indicated that their exports in goods and services face the highest trade costs in the regional markets of Western Europe and North America. Answers to a related question on the determinants of trade costs in the markets with highest trade costs revealed interesting differences in the determinants of trade costs across export markets. In the case of goods exports, NTMs are regarded as the most important determinant of trade costs in developed markets, before transport infrastructure and border procedures. This is not surprising, as products sold in developed markets are often subject to more stringent technical barriers to trade (TBT) and sanitary and phytosanitary (SPS) measures related to safety and quality requirements. In the case of services exports, the majority of LDCs identified the recognition of professional qualifications and restrictions on the movement of natural persons, together with infrastructures, as the main sources for high trade costs in developed markets. This view coincides with the demands of LDCs for preferential treatment in services under the WTO services waiver.
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While providing valuable insights, questionnaire results should be interpreted with caution given the self-assessment nature and possible subjectivity of respondents. Therefore, it is important to complement the findings from questionnaires with additional measures of trade costs. 
Transport infrastructure and border procedures
As discussed above, LDCs identified in the Aid-for-Trade self-assessment questionnaires border procedures and infrastructure (network and transport) as key determinants of trade costs for merchandise goods and services exports. This section examines various indicators to get a better understanding of the absolute and relative size of these trade costs in LDCs. Box 1 provides a more detailed description of the methodology of the World Bank Trading Across Borders Indicators that are analysed below.
Box 1. World Bank Doing Business: Trading Across Borders Indicators
The World Bank Trading Across Borders indicators estimate the time, documents and cost required to export (import) a full 20-foot container from the warehouse to the departure of the container ship. The cost and time indicators take into account four components associated with trading, i.e. document preparation, customs clearance and inspections, inland transport and handling, and port and terminal handling. In the case of landlocked countries, the cost and time required for passing the inland border and transit to the next seaport are also included.
The cost measure does not include costs related to tariffs, sea transport or bribes. The time measure requires a minimum time of 1 day for each of the four components and takes also waiting times into account. The data are collected through surveys of local freight forwarders, shipping lines, customs brokers, port officials and banks.
To make the indicators comparable across countries, assumptions are made regarding the product (e.g., dry cargo, 10 tons, US$20,000, major export product of the economy) and the business trading it (e.g., located in the largest business city, domestically-owned).
When using the indicators one should be aware that they measure trade costs for a specific case and that the data are based on few experts filling out the questionnaire. Furthermore, in the case of landlocked developing countries, trade costs will be higher as inland border procedures and transit are taken into account. Figure 3 shows the average number of days required to export and to import by LDCs and by other country groups. In 2014, the export of a container required, on average, 32 days in LDCs, which is 9 days longer than in lower-middle-income countries (LMICs) and 12 days longer than in uppermiddle-income countries (UMICs). Exporting is estimated to take particularly long in landlocked LDCs (LDCs-ll), i.e. 42 days from the warehouse to the port in the transit country. Compared to exporting, the number of days required to import is higher for all country groupings, except in high-income countries (HICs) where import and export times are the same. For the average landlocked LDC, importing a 20 foot container delivered by sea through shipping freight is estimated at some 48 days.
While the time require to export is high in both absolute and relative terms, the trend since 2008 has been downwards. LDCs reduced their average export time by some 13% from 37 days in 2008 to 32 days in 2014. The gap between LDCs and LMIC and UMIC performance has narrowed somewhat, but remains wide. The World Bank indicators suggest that in LDCs exporting and importing is not only more timeconsuming but also more costly. Figure 4 shows that a firm in an LDC needs to pay, on average, US$2,009 and US$2,525 for exporting and importing a container, respectively. These shipping costs are more than 30% higher than in LMICs. Trading is particularly expensive in the 16 landlocked LDCs, where the average costs to export (US$3,349) and import (US$4,315) are more than double the respective costs in LMICs. Table 2 shows the top eight and bottom five LDCs in terms of time to export. In Senegal, exporting required only 12 days in 2014, which is close to the average for HICs. All top eight countries have lower or very similar times to export than the average UMIC. In contrast, in the bottom five LDCs, four of which are landlocked, exporting a container takes between 51 days in Zambia and almost three months in Afghanistan. Out of the five LDCs that reduced export times the most, three are landlocked. For instance, Rwanda in Africa and Lao PDR in Asia managed to cut the time required to export from more than 38 days or more to 26 days or less, which is approximately the average number of days necessary in LMICs. Evidence from case stories confirms these positive trends. Box 7 describes the positive impact of Rwanda's Electronic Single Window on trading times. Another set of indicators developed by the World Bank is the Logistics Performance Index (LPI). The LPI is a composite indicator of the six logistics components i) efficiency and border clearance, ii) quality of trade and transport infrastructure, iii) ease of arranging competitively priced shipments, iv) competence and quality of logistics services, v) ability to track and trace consignments and vi) frequency with which shipments reach consignees within scheduled or expected delivery times. In 2014, 1,000 respondents from logistics services and transport providers rated the six components of the index on a scale from 1 (very low) to 5 (very high). Figure 5 shows the logistics performance index and its sub-components for LDCs, LMICs and UMICs. In 2014, LDCs had an overall LPI score of 2.4 out of 5 in 2014. While LDCs could increase their logistics performance from 2007 to 2014, their performance is still lower compared to LMICs and UMICs. Similar to these two country groups, LDCs have the lowest score in the component quality of trade and transport infrastructure (2.2) and the highest score in the timeliness component (2.8), which measures the frequency with which shipments reach consignees within scheduled or expected delivery times. Figure 6 shows that the quality of air transport, port and road infrastructure in LDCs is considered to be of similar quality by the respondents to the Executive Opinion Survey of the World Economic Forum (WEF). In contrast, railroad infrastructure in LDCs is considered of substantially lower quality. In comparison to LMICs and UMICs, the LDC infrastructure gap is highest for air transport and rail infrastructure. 
LMICs UMICs
The UNCTAD Liner shipping connectivity index (LSCI) measures the shipping connectivity of countries based on five components related to the deployment of container ships: (a) the number of ships; (b) the total container-carrying capacity of those ships; (c) the maximum vessel size; (d) the number of services; and (e) the number of companies that deploy container ships on services to and from a country's ports. The index ranges from 0 to 100, with 100 being of the best connected country in 2004. Figure 7 shows that there is a wide gap in liner shipping connectivity between LDCs and other developing and developed countries. LDCs had an average LSCI score of 8.7 in 2014, which is only about 40% of the LSCI scores of LMICs (23.5) and UMICs (22.6). 
Network infrastructure: telecommunications and energy
In the OECD-WTO questionnaires (see Figures 1 and 2 above), more than 80% of LDCs identified network infrastructure as an important source of trade costs for services exports. In the case of merchandise exports, network infrastructure was mentioned by over two thirds of LDCs. ICT networks are required for cross-border trade of IT-related services and determine communication and information costs for both services and manufacturing firms. Energy networks are mainly related to production costs, through which they affect the export competitiveness of firms.
The analysis of quantitative indicators confirms that LDCs face higher trade costs also as a result of inadequate telecommunications and energy networks. Figure 8 shows that, on average, less than 10% of the population in LDCs are internet users. Besides the lack of digital skills, another reason for the low internet usage are inadequate fixed networks. For example, Figure 9 shows that less than 1% of the population in LDCs are subscribed to fixed broadband. The growth of internet use and fixed broadband has been slow compared to LMICs and UMICs suggesting a widening of the "digital divide". On the positive side, the proliferation of mobile telephony and networks has the potential to reduce significantly ICT-related trade costs in LDCs. Figure 10 shows that LDCs have experienced rapid development in mobile phone subscriptions from just above 20% in 2008 to more than 60% in 2014. In contrast to transport and energy infrastructure, private investments and public-private partnerships (PPPs) drive infrastructure development such as undersea cables, which bring broadband to Africa and other developing regions (Lanz, 2013 ). An example for a PPP is the Interchange Cable Network, described in more detail in Box 6, which has connected Vanuatu to Fiji, and to the world, through a 1,259 kilometres long undersea cable.
Mobile broadband access has grown by more than 40% in Africa in 2014 but penetration is still at low levels and relatively high prices still exclude parts of the population in developing countries (ITU, 2014). Energy costs are not trade costs per se but constitute an important part of production costs. While in developed countries the price of energy matters to firms, in LDCs and other developing countries, even access to and continuous supply of electricity and water can represent serious impediments. Figure 11 shows that electricity is, on average, perceived by 45% of firms in LDCs as a major constraint to their operations. Electricity is therefore a bigger problem in LDCs as compared to LMICs and UMICs where 35% and 30% of firms consider it as a major constraint, respectively. With an average of 10 electricity outages per month, firms in LDCs experience production interruptions and costs are driven up by the need to own generators. 
WHAT IS BEING DONE TO REDUCE TRADE COSTS IN LDCS?

Aid-for-trade priorities in LDCs
LDCs are cognisant of the importance of trade costs for their trade performance and development. The 30 LDCs that responded to the WTO-OECD M&E questionnaire all stated that trade costs were "very important" or "important" for their exports. Furthermore, 87% of LDCs stated that trade costs were "very important" or important for their imports. Similarly, according to the survey to development partners, all 37 donors and 3 South-South partner respondents considered trade costs "very important" or "important" for the economic integration and development of developing countries and LDCs.
LDCs are also taking actions to reduce trade costs. Figure 12 shows that trade facilitation is considered as the most important Aid-for-Trade priority, being mentioned by 22 out of 30 LDCs.
Other priorities mentioned by about half of the responding LDCs include competitiveness, export diversification, trade policy and transport as well as network infrastructures. A majority of LDCs address the issues of trade costs and trade facilitation in their policies. In particular, 90% of the LDC respondents indicated that the issue of trade costs was addressed in their national planning, particularly in national development strategies, sector-specific strategies and trade policies. Trade facilitation priorities can be found in a number of policy documents such as national development strategies, in Diagnostic Trade Integration Studies (DTIS), (mentioned by 75% of LDC respondents), national trade strategies (61%), national infrastructure development strategies (46%), national sector strategies (42%) and regional trade agreements (42%). In Sierra Leone, for example, prioritization of trade facilitation by the government is manifested by the extension of the ASYCUDA system from the main sea port to two land borders with Guinea and Liberia. Almost all LDC respondents (93%) expect trade facilitation to be included in new draft documents that are currently being formulated.
As with previous monitoring exercises, this exercise continues to show that development partners are better aligning their Aid-for-trade programmes with developing country priorities. 84% of LDC respondents state that since the beginning of the Aid-for-Trade Initiative in 2005 alignment had improved -the remaining 16% indicate that it has remained the same.
In particular, 73% of LDC respondents assert that external support was better aligned with their national and regional needs to reduce trade costs. Respondents elaborated that this was due to better alignment of donor strategies to their national priorities and increased dialogue. The 17% which claim that external support was not aligned to their trade cost needs gave the exclusion of trade costs in national development strategies and the lack of dialogue on trade costs with donors as the main reason. (2012) acknowledges that in the past, trade facilitation reforms largely focused on the institutions and procedures at the national level and neglected transit procedures through neighbouring countries. Lao PDR's DTIS recommendations therefore emphasize the need for regional approaches through the Association of Southeast Asian Nations (ASEAN) and the Greater Mekong Sub-Region (GMS) Initiative in addition to the creation of a Trade Portal, a National Single Window and possibly a Dry Port. The multi-donor Lao Trade Portal is an online resource that increases transparency and facilitates trade by making trade-related information easily accessible to traders. The portal is a single source for all trade-related laws, regulations, decrees, instructions, business processes, forms and fee schedules in the country. Putting such information into the public domain has not only helped Lao PDR to comply with its commitments under the WTO and ASEAN, but has also been pivotal in overcoming one of the country's key constraints to trade facilitation-the lack of information on trade-related processes.
National and regional initiatives
Countries such as Senegal seek to use their strategic position to become a trading hub in West Africa. Senegal's DTIS (2013) focusses on the better participation of Senegal in the regional integration processes of the Economic Community of West African States (ECOWAS) and the West African Economic and Monetary Union (UEMOA). Actions include the acceleration of the creation of the ECOWAS Customs Union and its associated common external tariff (CET), the promotion of the inter-state road transit scheme (ISRT) and the ECOWAS Trade Liberalization Scheme (ETLS). Amongst LDCs, Senegal requires the least number of days to import and export (see Table 2 in Section 2). Details on initiatives to reduce trade costs that contribute to Senegal's regional integration and trade objectives are detailed in Box 9.
The DTISs of Tuvalu (2010) 
Box 2: The Pacific Agreement on Closer Economic Relations (PACER) Plus
The Pacific region is perhaps the most inaccessible region in the world with very limited trade routes. The islands are spread out across the Pacific Ocean and are separated from each other in several instances by thousands of kilometres. The geographical isolation makes the cost of transportation prohibitive, thereby affecting the competitiveness of Pacific exports in major markets. Data from the World Bank confirms that the cost of doing business in the Pacific Island Countries (PICs) is among the highest in the world contributing to low levels of foreign direct investment (FDI) and limited participation in international trade.
The Pacific Agreement on Closer Economic Relations (PACER) Plus is currently being negotiated between fourteen PICs, Australia and New Zealand. PACER Plus offers a unique opportunity to the PICs to enhance their participation in international trade through enhancing transparency, improving efficiency and lowering cost of doing business. The analysis of the DTISs reveals the importance that LDCs place on taking regional approaches to trade facilitation. This finding is confirmed by the Aid-for-Trade M&E exercise, where 97% of LDC respondents indicated that regional actions were being undertaken to reduce trade costs mainly through regional economic communities (RECs), free trade agreements and initiatives supported by development partners and corridor initiatives. Regional initiatives were mainly undertaken in the form of "trade facilitation" and " Regional strategies also prioritize reducing trade costs to facilitating deeper integration and access to global markets. The overall objective of the 2013 -2016 Aid for Trade Strategy of the Economic Community of Central African States (ECCAS) is to improve the impact, effectiveness and efficiency of trade reforms and regional integration initiatives to benefit fully from the opportunities of regional and international trade, enhance growth, full employment and achieve development goals. The Strategy highlights that this can achieved through four mail pillars; i.
Improve the coverage of the transport infrastructure, telecommunications, energy within the region and the roads of international and intra-regional trade; ii.
Substantially reduce the delays and costs of transit regionally, as well as the costs of production factors; iii.
Building human and institutional capacity to including productive capacity and export sectors private and public; and iv.
Eliminate tariff and non-tariff barriers to commerce. 
Global initiatives
Preferences in goods and services trade
The multilateral rules-based trading system under the WTO includes a number of provisions aimed at reducing trade costs in LDCs and improving their integration into the multilateral trading system. WTO Members have improved non-reciprocal trade preferences in favour of goods and services from LDCs. Exporters from LDCs need to comply with preferential rules of origin when they want to utilize preferences accorded to them by the importing country. WTO Members have made significant progress in this respect. At the Bali Ministerial Conference in 2013, WTO Members adopted for the first time multilateral guidelines for preferential rules of origin for LDCs. Building on the Bali Decision, a decision taken at the Nairobi Ministerial Conference, provides more concrete provisions on methods for conferring origin, cumulation possibilities and simplifying documentation requirements.
8 While the provisions are not mandatory, they provide clear direction to Members for developing their preferential rules of origin.
In the case of services, WTO Members agreed in 2011 to a decision on the LDC services waiver, which allows Members to provide preferential treatment to services and service suppliers from LDCs. For the first time, this decision has allowed Members to deviate from their most-favoured nation (MFN) obligation under the General Agreement on Trade and Services (GATS). At the 2013 Bali Ministerial Conference, Members agreed to a decision operationalizing this waiver. Following a collective request by the LDCs and a High-Level meeting of the Council for Trade in Services (CTS), Members started submitting notifications of services preferences for LDCs. At the 2015 Nairobi Ministerial Conference, a decision extended the services waiver by four years until 2030 and encouraged Members to notify preferences with commercial value and to undertake specific technical assistances and capacity building.
9 By the end of June 2016, 23 WTO Members submitted notifications of services preferences.
The WTO Trade Facilitation Agreement
Besides the implementation of the WTO Bali and Nairobi decisions for LDCs, the ratification of the WTO Trade Facilitation Agreement (TFA) can provide LDCs with the necessary impetus to access markets, industrialize and achieve economic growth.
The WTO TFA which was adopted at the Bali Ministerial Conference is highly relevant for reducing trade costs. The TFA contains provisions for expediting the movement, release and clearance of goods, including goods in transit. It also sets out measures for effective cooperation between customs and other appropriate authorities on trade facilitation and customs compliance issues. It further contains provisions for technical assistance and capacity building particularly for LDCs.
By the end of June 2016, 84 of 162 WTO Members have ratified the TFA, including nine LDCs. The TFA enters into force when ratified by two-thirds of the membership. Full implementation of the TFA is expected to reduce global trade costs by an average of 14.3% and accrue export gains between US$750 billion and well over US$1 trillion dollars per annum (WTO, 2015c). African countries and LDCs are expected to see the biggest average reduction in trade costs.
In July 2014, the WTO launched the Trade Facilitation Agreement Facility (TFAF) to assist developing countries and LDCs in implementing the TFA. Box 4 summarises the main functions of the TFAF.
Box 4: The Trade Facilitation Agreement Facility
The WTO TFAF was launched in July 2014 to ensure that developing countries and LDCs receive the assistance they need to implement and benefit from the TFA. The Facility became operational with the adoption of the Trade Facilitation Protocol in November 2014. The functions of the Facility include:
 supporting LDCs and developing countries to assess their specific needs and identify possible development partners to help them meet those needs  ensuring the best possible conditions for the flow of information between donors and recipients through the creation of an information sharing platform for demand and supply of Trade Facilitation-related technical assistance  disseminating best practice in implementation of Trade Facilitation measures  providing support to find sources of implementation assistance, including formally requesting the Director-General to act as a facilitator in securing funds for specific project implementation  providing grants for the preparation of projects in circumstances where a Member has identified a potential donor but has been unable to develop a project for that donor's consideration, and is unable to find funding from other sources to support the preparation of a project proposal  providing project implementation grants related to the implementation of Trade Facilitation Agreement provisions in circumstances where attempts to attract funding from other sources have failed. These grants will be limited to "soft infrastructure" projects, such as modernization of customs laws through consulting services, in-country workshops, or training of officials.
Source: WTO Website
Through the OECD-WTO M&E exercise, all 30 LDC respondents recognized that the implementation of the TFA would have the biggest impact on the trade costs for products entering the markets of their major trading partners particularly Western Europe, North America and developed Asia. In addition, all LDCs indicated that they have already sought or plan to seek Aid-for-Trade support to implement the Agreement. 76% of the LDCs stated that they had already undertaken a Trade Facilitation Needs Assessment and 73% plan to undertake a new assessment or update those existing.
Aid-for-Trade flows and reducing trade costs
LDCs benefit from Aid for Trade, which constitutes a sub-set of Official Development Assistance (ODA), to build their capacities to better integrate into the global trading system. LDCs are major beneficiaries of Aid for Trade. Figure 13 shows that disbursements to LDCs increased by 125% from approximately US$4.6 billion in 2006 to approximately US$10.4 billion in 2014. This is, however, lower than the almost US$16 million received by LMICs. The figure also illustrates that Aid-for-Trade disbursements to landlocked LDCs (LDCs-II) have been growing at a slower pace than overall flows to LDCs. Figure 15 shows that over time, transport and storage and energy generation and supply have been the sectors receiving the bulk of Aid-for-Trade disbursements to LDCs. The right-hand side chart shows that though relatively lower Aid-for-Trade disbursements went to communications, trade policy and regulation as well as trade facilitation, these categories, particularly trade facilitation experienced a major leap in disbursements from 2010 onwards. In 2014, however, Aid-for-Trade disbursements on trade policies and regulation experienced a significant drop, which can be partly explained by the increasing disbursements going to trade facilitation. only 52% and 35% of Aid for Trade for transport and storage, respectively. Aid for Trade for rail transport is also of major importance in the latter two country groups. Relatively less Aid for Trade being spent on air and maritime transport are suggestive of the bigger role of private investment for these transport modes. 
WHAT IMPACT IS AID FOR TRADE HAVING ON REDUCING LDCS TRADE COSTS 4 4.1 Evidence from the OECD-WTO questionnaires
The OECD-WTO M&E questionnaires used a result-based management approach to identify the inputs required for successfully reducing trade costs, outputs achieved from those actions, outcomes and impacts of reducing trade costs through such actions. This section summarizes the findings from the LDC, Donor and South-South partner questionnaires. Figure 18 shows that 86% of the 30 LDC respondents view customs reform followed by the upgrading of transport infrastructure (60%) and tariff reforms (53%) as the type of actions that have achieved the most results in reducing trade costs. Quoting from Lesotho's response; "easy and quick customs clearance procedures have contributed to reducing trade costs drastically". For successful implementation, LDC respondents identified as key factors the engagement and commitments from key stakeholders, particularly the private sector and government, and having donor support aligned to national priorities. LDCs observe that these actions have contributed to updates in customs legislations, greater transparency, tariff reform, and improved cooperation between border agencies. As a result, 83% of the LDC respondents reported reductions in border clearance times and 63% stated an increase in customs revenue. Lesotho highlights reduced congestion at the border posts and Yemen observes a moderate increase in exports and imports. The Democratic Republic of Congo indicated that though they have achieved reduced clearance times and increased traffic, much remains to be done to reduce informal payments at their borders. Sierra Leone notes that actions have only reduced the time element of reducing trade costs. In terms of impact, gains were observed through higher revenues for traders, increase in FDI, export diversification and consumer welfare. However, some countries like Sierra Leone claim that it is too early to observe outcomes and impacts of action to reduce trade costs. Donors (including South-south partners) indicate that customs reforms, upgrading transport infrastructure and upgrading network infrastructure were the most effective actions to reduce trade costs. Sustainable political engagement and commitment by national authorities as well as the private sector were identified by donors as key factors of success. The use of regional approaches is also highly regarded. Donors find that such actions mainly contributed to the creation of dialogue with the private sector as well as the updating of customs working practices. In terms of outcomes, donors opined that actions resulted in the reduction of border clearance times, increase in import and export volumes and an increase in traffic flows through border posts. While many donors were unsure of impact, some cited a rise in employment, increased revenues for exporters and export diversification. Table 4 summarizes these findings. 
Evidence from the OECD-WTO case stories
Some 50 public sector case stories on actions to reduce trade costs in LDCs were submitted as part of the OECD-WTO M&E exercise. Box 5 provides an aggregate analysis of these case stories.
In line with the questionnaires, the case stories followed a result-chain approach using inputs, outputs, outcomes and impacts. Amongst these case stories, 76% focused on customs and other border agency reforms, 32% on compliance with non-tariff measures and 28% on the upgrading for network infrastructure. 46% of the case stories rated their initiatives as "very successful" and 30% rated "successful". Others indicated that projects were ongoing therefore too early to assess.
The aggregate analysis of case stories on initiatives to reduce trade costs in LDCs illustrates that actions to reduce trade costs, particularly in the areas of customs and other border agency reforms focus on training officials, updating customs and other border procedures and updating equipment at the border. The public sector perceives that these interventions have led to reductions in clearance times at the border (both customs and other border agencies) and an increase in trade (imports, exports and shipping volumes). Increased employment, FDI and domestic investments came out as the main areas of impact. Others also reported export market diversification, increased employment for women and increased per capita income.
Box 5: Analysis of case stories on reducing trade costs in LDCs
Input 76% of the case stories focused on customs and other border agency reforms, 30% on support to compliance with NTMs, 28% on upgrading network infrastructure and 18% on improving services skills.
Figure 21: Case Story Focus
Output 70% of the projects updated customs and other border procedures, 58% included the training of officials. Other intervention areas included new border equipment, services skills, new conformity assessment procedures and processes and new/updates electronic single windows.
Figure 22: Output
Outcome
In aggregate terms, 58% of the case stories reported reductions in border clearance times, 28% indicated an increase in merchandise imports, 26% stated an increase in exports and shipping volumes. Other outcomes include reductions in the costs of clearance by customs and other border agencies.
Figure 23: Outcome
Impact 44% of the case stories claim increased employment due to their actions followed by increase in FDI (38%) and increase in domestic investment (36%). Other impacts reported include export market diversification, increase in women's employment, increase in per capita income and consumer welfare. Cambodia has one of the lowest trade costs amongst LDCs (see Table 1 in Section 2.2). In 2010, the Cambodian Government submitted a case story on their Rice Export Policy to remove bottlenecks and move up the value chain by increasing the export of milled rice with an ambitious target of one million tons by 2015-2016. 11 In response, efforts across the public and private sector, with World Bank Group support, doubled the quantity of national rice exports in three years. The World Bank Group submitted a case story highlighting their support and associated results. Activities under this project included amongst others -improving regulatory framework for agro-processors; reforming the licensing and inspections framework for the food processing industry; simplifying the Certificate of Origin and the SPS Certificate for rice and automating the process of obtaining both certificates. The case story claims that these activities have so far resulted in the reduction in the cost to obtain export licenses for milled rice by US$ 175 per container -generating about US$ 0.7 million annually in savings to rice exporters.
As part of the Greater Mekong Sub-region (GMS), Cambodia has benefitted from regional initiatives. The Greater Mekong Sub-region Transmission Project for example, developed a power grid for the GMS in Vietnam. This enabled Cambodia to import up to 200 MW of power providing the country with more reliable, lower-cost supply of electricity. The case story states that in addition to connecting 40,000 households and businesses, reliable costs of electricity contributed to reduced cost of merchandise goods, new registration of businesses (almost doubling between 2004-2009), and overall improvements in Cambodia's Logistics Performance Index particularly in infrastructure. Box 6 describes how a sector-wide approach to reducing trade costs has worked in neighbouring Lao PDR.
Box 6: Lao PDR's Trade Development Facility
As a landlocked country, weak trade facilitation and high trade costs have made integration into regional and global supply chains difficult for Lao PDR. Greater regional integrations through ASEAN and global integration through the WTO has been a centrepiece of the country's trade strategy -the World Bank states.
This multi-donor Trade Development Facility (TDF) project -administered by the World Bank and financed in partnership with Australia and the European Union -was designed to provide resources to the implementation of Lao PDR's 2006 DTIS.
The TDF provided technical assistance, capacity building, and advice in five areas: trade facilitation; sanitation and phytosanitary (SPS) and technical barriers to trade (TBT); export competitiveness and business environment; trade policy, trade agreements and global opportunities; and strengthening the National Implementation Unit. Specific activities included support for Lao PDR's accession to the WTO, the establishment of the Lao Trade Portal and the set up a new National Trade Facilitation Secretariat (NTFS).
Activities undertaken contributed to faster and more transparent trade facilitation; better coordination among government agencies operating at the border; improved integration into the regional and multilateral trading system; increased productivity in the garments export sector; and increased Aid-for-Trade management capacity. The Portal has helped reduce the cost of doing business by making trade more predictable and transparent. The TDF has also reduced the clearance time of goods by 42%, from 5 days in 2009 to 2.9 days in 2012.
The World Bank reported that over the implementation period 2008 to 2013, Lao PDR's integration improved as measured by substantial increases in trade in goods and services, including from nonnatural resources that generate the majority of jobs necessary to reduce poverty. Between 2008 and 2012, Lao PDR increased its non-resource exports by 42%, services exports by 100% and Logistics Performance Index (LPI) from 2.25 to 2.5. The TDF is likely to have played an important role in these achievements.
A second Trade Development Facility (TDF-2) project -with a larger pool of donors including Germany, Ireland and the United States -was launched and is currently underway. It seeks to support trade facilitation and policy activities that will improve transparency, predictability and lower associated compliance costs for traders.
Source: OECD-WTO public sector case story numbers 31 and 48 http://www.oecd.org/aidfortrade/casestories/CaseStory2015_31_WB_TradePolicies.pdf http://www.oecd.org/aidfortrade/casestories/CaseStory2015_48_Australia_TradePolicies.pdf Regional approaches to reducing trade costs are particularly important for landlocked LDCs, whose access to ports is determined by transit countries. This is emphasized by a number of case stories relating to countries within the East African Community (EAC) on efforts to support the EAC regional integration process. The EAC comprises of four LDCs, of which three are landlocked, i.e. Uganda, Burundi, and Rwanda. Regional integration through the EAC process has been a key driver to reducing trade costs and providing access to international markets. In absolute terms, these countries have fared well in their efforts to reduce their trade costs compared to other LDCs.
Case stories submitted on work to modernise customs and other border procedures include the World Bank's International Financial Corporation's work on Rwanda's Investment Climate Reform Program, Korea International Cooperation Agency's project for the modernization of the Tanzanian customs administration and TradeMark East Africa's work on Uganda's Revenue Authority Customs Business System Enhancement Project. Though these projects were implemented at the national level, they complement the framework for the EAC's Single Customs Territory. Electronic single windows (ESW) serve this function. Kenya's ESW, TradeNet System, aims to enable traders who depend on the seaport of Mombasa to efficiently track, clear and move their good across borders.
Box 7: Small cost for big gains: Rwanda's Electronic Single Window
According to a recent study by Rwanda's Private Sector Foundation, only 43% of truck transport time along the trade corridors is spent moving. The rest is time spent waiting at border crossings or road blocks, or resting. For a landlocked country these additional hurdles further push up the time and costs to trade. The Government of Rwanda has put considerable emphasis on regional integration as a national goal including adoption of Rwanda Electronic Single Window (RESW).
TradeMark East Africa's support to Rwanda's Electronic Single Window encompasses i) introducing an IT Single Window and Integrated Border Management (IBM) system, ii) upgrading the ASYCUDA customs management system and iii) reviewing the EAC Customs Management Act. This project has already reported results in reducing time taken to clear goods from 34 hours in 2010 to 23 hours in 2014. Trade costs were also reported to have reduced from US$350 to US$64.5 during this period. Return on investment based on savings for an authorized economic operator is estimated at US$18 million per year. Importers for example have experienced a reduction of costs as result of RESW from $350 per declaration to $243; this totals to estimated savings of over $2 million annually. Additionally, importers and exporters, businesses and consumers are reaping benefits because of the reduced clearance times and transaction costs. This will consequently drive down cost of doing business as well as stabilizing and reducing retail costs in the long run.
TradeMark East Africa notes that this project is complemented by other regional initiatives particularly One-Stop Border Posts.
Source: OECD-WTO public sector case story number 13 http://www.oecd.org/aidfortrade/casestories/13.%20TradeMark%20East%20Africa%20Rwanda%20Single%20 Window%20Public%20sector%20CS%202015-01-05.pdf The Northern and Central Corridors and their maintenance are especially important for connecting the landlocked. The Northern Corridor Transport Observatory assesses and measures performance of the Northern Corridor and has an online platform to track and disseminate information on various key performance indicators. The African Development Bank (AfDB) has upgraded the Nairobi-Thika highway to reduce congestion and increase access for neighbours. Other interventions along these corridors include Japan International Cooperation Agency's work on introducing One-Stop Border Posts throughout the EAC, Tanzania's Joint Border Committees initiative and the German Development Agency; GIZ's support to the EAC integration process by building the capacity of the EAC Secretariat.
Case stories submitted on reducing trade costs in Pacific countries are mainly region-wide initiatives programmes -more so to benefit from economies of scale rather than linking the countries. In addition to the Office of the Chief Trade Advisors' support to the PACER Plus negotiations, compliance to agri-food standards and support to trade in services are other areas of intervention. The Pacific Horticultural and Agricultural Market Access (PHAMA) Programme assists Pacific Island Countries (PICs) to gain access to key markets for selected high-value primary products (particularly in agriculture and horticulture) by helping these countries meet the regulatory requirements such a quarantine and food safety standards. PHAMA established national market access working groups (MAWGs) in Fiji, Samoa, Solomon Islands, Tonga and Vanuatu. MAWGs constitute a new process of engagement between government and industry in most of these countries and are widely acknowledged as effective mechanisms that strengthen connections between exporters and market access regulatory bodies.
Other regional initiatives include the South Pacific Tourism Organization's work on Small and Micro-Enterprise e-marketing Support in eleven Pacific ACP countries and the Pacific Financial Inclusion Programme. In line with the region's priorities, it is clear the there is great attention to provide support in the area of services. The Australian Government with the Asian Development Bank, the International Finance Corporation and the UN Capital Development Fund as also helping take banking to the people of Papua New Guinea with the use of mobile phones, post offices and village shops. Support to services such as telecommunications also come in the form of Public Private Partnerships (PPPs) as with the case of the interchange cable network in Vanuatu described in Box 8.
Box 8: Interchange Cable Network -Connecting Vanuatu to the World
The Interchange Cable Network is a submarine cable project that connects Vanuatu via Fiji to the world. The 1,259 kilometres cable project is the first underwater cable to Vanuatu. The project is a private-public partnership investment between Interchange Vanuatu Limited, a local telecommunication company, and the Government of the Republic of Vanuatu plus other stakeholders. The total costs of installation and connection of the submarine cable was $US30 million, in which the Government committed through a pre-purchase agreement to the cable in support of the project.
Since the arrival of the cable on 14 January 2014, all four major internet service providers were connected by April 2014, and users are now enjoying high speed internet. In November 2014, the Telecommunications and Radio Communications Regulator reported that price of broadband internet had significantly dropped, by at least 70%, and is likely to drop further as demand for internet increases. The Government's Universal Access Policy aims to connect 98% of just over 270,000 of Vanuatu's population, spread over 83 islands, to telecommunications services by 1 January 2018. The arrival of the cable is a contributing element to reaching this objective. Private sector involvement in reducing trade costs has also been highlighted in the WTO-OECD M&E exercise. Case story submissions range from support to disaster management by a Czech firm in Ethiopia to providing support to horticultural out-grower in The Gambia to investments in software development in Bangladesh and PPPs for renewable energy in Uganda. Senegal is starting to see the fruit of a number of public and private sector investments in trade-related sectors. Box 7 describes a number of case stories relating to reducing trade costs in Senegal.
Box 9: Linking Senegal, linking West Africa
Senegal was the first LDC to notify its Category A Trade Facilitation Agreement commitments. In Senegal's questionnaire, the country states that trade facilitation was on top in terms of their Aidfor-Trade priorities and that it had been prioritized in national and regional strategies. Government commitment to trade facilitation is starting to bear fruit for Senegal, and the broader region.
Senegal is strategically located to serve as a regional trade hub in West Africa. Neighbouring and landlocked countries, namely; Burkina Faso, Mali, Mauritania and Niger rely on the Port of Dakar to connect to international markets. Reducing trade costs in Senegal has therefore been crucial in the regional integration process of the region.
The reduction in transport costs has also benefited people living in the project area, specifically women who account for 52% of the population in the area and 60% of the economic activity. Illicit fees and charges have fallen considerably; in the first quarter of 2011, they were an estimated US$140 per truck per trip on the Bamako-Dakar corridor, versus US$351 per truck per trip on the Bamako-Abidjan corridor (AfDB, 2012) . These figures are backed up by the USAID supported Borderless Alliance, a coalition of private sector organizations working in close collaboration with public sector stakeholders to facilitate the free movement of persons, goods, and vehicles within ECOWAS and increasing trade across West Africa. Its last Road Governance Report in 2013 concluded that significant strides were made by Senegalese authorities to reduce road governance issues along this corridor. 
Evidence from aggregate econometric analysis
In addition to questionnaires and case studies, econometric regression analysis constitutes a third way to assess the impact of Aid for Trade on trade costs for LDCs. Existing empirical studies point to a positive relationship between Aid for Trade and the cost of trading, even though findings vary depending on the direction of trade costs (import or export), how trade costs are measured (in US$ or number of days), on the types of Aid-for-Trade variables and on the country sample. Cadot et al. (2014) survey recent studies that evaluate Aid for Trade, including its possible impact on trade costs.
The findings of Vijil and Wagner (2012) suggest that aid for infrastructure has a positive impact on infrastructure. Calì and te Velde (2011) find that aid for trade facilitation, in contrast to aid for transport infrastructure, significantly reduces the cost to import a container. Both Calì and te Velde (2011) and Cali and Razzaque (2013) find that aid for trade policy and regulation significantly reduces import costs only in the case of Sub-Saharan Africa. Busse et al. (2012) find that cumulated aid for trade policy and in particular aid for trade facilitation significantly reduce the cost of both exporting and importing. However, in the case of LDCs, both aid for trade policy and aid for trade facilitation appear to have no significant impact. Besides a possible lack of absorption capacity, they argue that aid flows to LDCs are too marginal to have a significant impact on the cost of trading.
High trade costs constitute a major impediment to the efforts of LDCs to increase their participation in international trade. Results from questionnaires filled by government officials as part of the OECD-WTO Aid-for-Trade M&E exercise for the Fifth Global Review of Aid for Trade indicate that inadequate transport infrastructure, cumbersome border procedures and compliance with NTMs in developed markets are the most important sources of trade costs for LDCs' merchandise exports. In the case of LDCs' services exports, infrastructure, particularly ICT networks, poor regulation and low skill levels are major drivers of trade costs. The recognition of professional qualifications and restrictions on the movement of natural persons are of particular importance when exporting to developed markets.
Available indicators of trade costs show that LDCs face high trade costs in absolute levels and also relative to other developing countries. The export of a container requires, on average, 32 days in LDCs, which is 9 days longer than in LMICs and 12 days longer than in UMICs. Trade costs are the highest in landlocked LDCs, where exporting takes, on average, 42 days. While the gap in trade costs between LDCs and other developing countries has narrowed in recent years, it still remains wide. LDCs lag behind other developing countries particularly in air transport and railroad infrastructure, and also in terms of shipping connectivity. Digital connectivity is increasing in LDCs thanks to the proliferation of mobile telephony and growing investment in ICT networks. However, LDCs still need to close the digital divide, which exists in terms of broadband internet access.
According to the Aid-for-Trade M&E exercise, LDCs are well aware of the issue of high trade costs, which is addressed by more than 90% of LDCs in their national strategies. LDCs ranked trade facilitation as their top Aid-for-Trade priority. Development partners are also prioritizing trade facilitation and have increasingly made efforts to lower trade costs in LDCs.
Aid for trade to reduce trade costs in LDCs, i.e. economic infrastructure, trade policy and trade facilitation, has increased by 154% between 2006 and 2014 and is dominated by aid flows targeting transport and storage as well as energy infrastructures. Within the category of transport and storage, more than three quarters of Aid for Trade in LDCs is targeted at improving road transport. While Aid for Trade for trade facilitation to LDCs is relatively low in value, LDCs received 28% of Aid for Trade for trade facilitation at the world level -more than any other country grouping. Aid for Trade for trade facilitation experienced a major leap in disbursements from 2010 onwards and further commitments are expected once the TFA enters into force.
The Fifth Global Review M&E exercise revealed that reducing trade costs can have positive outcomes and impacts. Questionnaire respondents claimed that customs reforms and enhancing economic infrastructure were the most effective actions to reduce trade costs. These actions have been said to increase customs revenue, increase trade volumes and reduce corruption translating to increased gains in terms of trade, FDI and export diversification. Evidence from 50 case stories on reducing trade costs in LDCs buttress these outcomes and impacts by illustrating how initiatives on the ground have helped to reduce clearance times at the border and increase trade. Many case stories reported positive impacts on employment, FDI and domestic investments.
The analysis of the questionnaires, case stories and DTISs furthermore highlights the importance of regional Aid-for-Trade initiatives. As part of the Aid-for-Trade M&E exercise, 97% of LDC respondents indicated that regional actions were being undertaken to reduce trade costs, mainly relating to trade facilitation and network infrastructure. In the case of trade facilitation, regional initiatives such as the establishment of joint border posts and the management of transport corridors are particularly important for landlocked LDCs.
This study has analysed trade costs in LDCs using novel data from questionnaires and existing trade cost indicators. Further work is required to improve the methodologies to measure trade costs and the availability of data, particularly for LDCs. In terms of methodology, efforts should focus on improving aggregate measures of trade costs and their decomposition into different components. In terms of data availability, efforts should be made to increase the capacities of LDCs to collect statistics related to trade and trade costs. It is important for LDCs to have trade costs baselines, against which they can track progress and which will help them formulate and implement better policies.
